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MORTGAGE PROSPECTS UNDER THE ‘FAIR DEAL” 


ITH the soft spots in business getting softer, and more numerous, the 
prospect for an increase in mortgage loans under President Truman’s 
“Fair Deal” is forming more into the shape of a question mark. 


The real estate boom is over the hill, and if you don’t think so, you’re dozing -- 
and this is no time to doze. Residential construction is tilted downward and no 
bones are made about the swing from a seller’s to a buyer’s market in existing 
houses, The high prices people have been paying for homes were like the so-called 
elections in dictator countries, The public accepted what was offered -- or nothing. 
But now buyers are in a position to be selective, they are getting mighty choosey. 
The simple truth is that the “desperation” demand for housing, regardless of price, 
largely has been met in many communities. 





During 1948 according to the Bureau of Labor Statistics’ estimate, 928,000 non- 
farm dwelling units were started. Some business analysts think new residential 
construction will approach this volume again in 1949. We don’t, 


Without peering into tea leaves or the crystal ball it is our guess that new 
“starts” for this year will not exceed 850,000, and may be much fewer, unless a 
large volume of houses, greater than now seems probable, is built in the low-priced 
bracket under $7,500. In January 50,000 units were started, which was 6,000 under 
the December figure and 2,600 below the housing starts in January 1948. And the 
January 1949 estimates include 4,000 publicly financed units, 3,500 of which were 
sponsored by the New York City Housing Authority. Major gains in building in 
January were reported in New York City; Rochester, New York; Charlotte, North 
Carolina; and New Orleans, But heavy drops in Long Beach, California; Kansas City, 
Baltimore, Omaha, Philadelphia and several other larger cities pulled down the 
total building starts for the month. Reports reaching us of groups of unsold houses 
in some cities and curtailed construction programs in others suggest that devel- 
opers and operative-builders are overplaying their hand. Many home builders need 
not look further than the interiors of their own houses to spot one of the real answers 
for declining sales. Tiny bedrooms, cramped living quarters and lack of closet 
space are the rule rather than the exception. In some of the smaller homes there 
is practically no storage room. This is a serious fault as many of these houses 
are without basements. Many of the smaller cottages are able to meet suburban 
building restrictions and zoning laws only by counting the unfinished attic space as 
part of the floor area to bring the dwelling up to the usual minimum requirements of 
900 to 1,000 square feet. The garret is quite generally advertised as an “expansion 
attic” but the inadequacy of windows and utility connections makes it difficult to 
convert into suitable living quarters. There is the growing conviction among home 
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buyers that prices have advanced out of line with the actual value of the product. 
High prices are a two-edged sword. A two-edged sword cuts both ways, forward 
and back. Today’s high prices do that, too. On the one side they’ve helped build- 
ers maintain dollar volume and generous profits, But on the other, these same 
high prices are keeping more and more families from buying homes. In this con- 
nection, however, it is good to note that some of the more dependable builders 
who realize the importance of pleased home buyers by building satisfactory houses 
on conveniently located sites are continuing to dispose of their houses as speedily 
as ever. 


In 1947 about 2,2 million houses were purchased (Federal Reserve Bulletin, 
June 1948) and the amount spent for these homes reached a total of roughly $15 
billion, as the average price was $7,000 per home. Of the 2.2 million houses, 
700,000 were newly constructed and 1.5 million were existing houses. The median 
price paid for new houses was between $7,500 and $8,500 and for older houses 
between $5,000 and $6,000. The actual amount of home purchases for 1948 is 
not yet available, but the estimated planned purchases were $12.6 billion to $19.3 
billion, Taking the actual to planned purchases for 1947 as a yardstick, the 1948 
home purchases may show a total of about $14.3 billion. New residential construc- 
tion in 1948 was $7.1 billion. In our Mortgage Bulletin for March 1948 our guess 
was that new residential construction for 1948 would be from $7 billion to $7.5 
billion, so we were about 98 per cent correct. In 1949 we think new residential 
construction will total considerably less. And at this writing it appears likely 
that new financing may require slightly more than $4 billion and the refinancing of 
existing houses approximately another $2 billion. 


It takes no perspicacity to see that mortgages in the first year of the “Fair 
Deal” are going to be in shorter supply. It is equally clear that commitments for 
uninsured mortgages should be cautious almost everywhere. Real estate prices 
are on the downside and values will progressively become more difficult to judge 
as the months slip by. Despite the increasing risks of making loans on a declining 
market, the vital need of a higher percentage of mortgages to deposits forces an 
aggressive policy on the part of lenders. With climbing expense ratios it is im- 
perative that institutional lenders increase their earnings, but no matter how in- 
tensive the program for new business it should not be permitted to generate over- 
optimism regarding the present worth of the security. Sound and clear-sighted 
underwriting diverts marginal loans to other sources, 


The story of its recent survey of market conditions which the New York Times 


“broke” on February 23 at the convention of the National Association of Home 
Builders at Chicago revealed for the first time since the depression of the thirties 
the spect f rows of unsold new houses in key cities from one end of the country 
to the other This situation, plus increased unemployment, declining retail sales 
and the « tinued downward trend in carloadings, heightens the growing belief that 
we have finitely rounded the horn of the inflationary boom, Of course, this slack- 
ening and hesitation in business which started last December and now has developed 


into a heavy lag may mean, just as Economist Kaplan of the Brookings Institution 
said, that the United States is like a baby who has been taking the bottle too fast 
and now has to burp, But there is still the big question, as Time quipped this week, 
“is it going to be just one little burp, or is it going to be a chronic hiccup which 
is going to kill baby?” It might be that feeding some of Truman’s Fair Deal seda- 
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tives to the patient would do the trick, but we have a tongue-in-the-cheek attitude 


for any of the President’s remedies. .. They may make headlines but they don’t 
make sense, 


Historically we are now in a declining period of the real estate cycle, and it is 
going to put some of the single-cycle bankers to a severe test. The senior echelon 
of banking executives are usually in their forties or fifties when they are delegated 
to positions of full responsibility. Their average experience in top positions is 
somewhere around fifteen years, Having just gone through ten years of a rising real 
estate market, it seems a reasonable conclusion that perhaps more than half of them 
lack first-hand experience in meeting head-on the problems of mortgage lending ina 
depressed real estate economy. We believe this is a pretty fair summation of the 
senior management in many lending institutions as they face the “facts of life” in 
coming months. 


Bankers by habit, training and tradition are “localists,” generally, in operating 
their business, and this is even more true of savings bankers when it comes to 
making mortgage loans. The conviction has persisted among them that it is safer 
to loan only on properties in their own home cities where they know local condi- 
tions and property values. But during the boom in real estate after World War I 
many banks with increasing deposits became ambitious for more and larger mort- 
gages than were available at home and invested their funds freely in income prop- 
erties located in some of the major cities. During the depression of the thirties 
most of these loans got into difficulties and were liquidated eventually at substan- 
tial loss. These unfortunate experiences were in many cases the result of what 
now seems almost reckless disregard of greatly over-priced properties and fan- 
tastic faith in statements of prospective earnings, combined with a measure of 
smugness, laziness and irresponsibility. As a consequence of these severe bruises, 
many institutional lenders have since confined their loans almost exclusively to 
home town mortgages. Albeit caution is a sterling virtue, in following strictly a 
local lending policy on mortgage loans, lenders are quite apt to become too con- 
cerned with the waves and lose sight of the tide, It is urgently suggested, and par- 
ticularly at this time, that diversification of investments should be considered, for 
concentration of mortgages in any one city exposes an Achilles heel -- as some 
banks and insurance companies can testify from experience, Any bank whose mort- 
gages are heavily concentrated should take steps to decentralize its loans, It should 
determine how far it can go from its central office and still retain sound super- 
vision of its mortgage investments. It can then make a survey of the area and from 
this study spot the good lending territory and go to work on it. The wider the loan 

yverage the better, so that in case the economic conditions in the bank’s home 
y become adversely affected not all the mortgages in its portfolio will of neces- 
y be threatened, 


Mortgage brokers in New York tell me that the demand for FHA mortgages i 
tive and that more banks are switching to insured mortgages. Brokers point out 
1at FHA loans make particularly strong investments for savings banks because of 
the insurance feature and the high standard of appraising which has been identified 
with the operations of the Federal Housing Administration all over the United States. 
They emphasize that FHA mortgages are obligations of the Federal government and 
pay a better return than government bonds. Another argument for FHA is that it 
offers geographical diversification of risks and is a medium through which the banks 
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can invest in mortgages in sections of the country where there is a greater need 
for mortgage funds, These arguments are all excellent and supported by evidence 
that the past record of the Federal Housing Administration has been satisfactory. 
At the present time there are over 275 mortgage companies and in excess of 200 
banks that are approved mortgagees with capital funds of $100,000 or more, which 
is a Federal requirement for approved mortgagees., There are also mortgage brok- 
ers who deal in FHA paper but do not service the loans. But -- in buying FHA 
mortgages in foreign territory be well posted on what you are doing and deal with a 
reliable and seasoned broker or a long-established approved mortgagee. 


The mutual savings banks in Massachusetts are now making a praiseworthy ef- 
fort to have the legislature grant them the right to acquire FHA mortgages outside 
their home State (only Massachusetts and Connecticut are so restricted). For 
this campaign the Worcester County Institution for Savings prepared a study en- 
titled “FHA Insured Mortgages for the Savings Banks of Massachusetts,” It is the 
best and most comprehensive study of its kind I know of and merits reading by any 
institution interested in insured mortgages. 


The appetite for GI loans is becoming weaker instead of heartier. The failure to 
increase the interest rate to 4-1/2 per cent and the lack of an “adequate” secondary 
mortgage market are said to be the hurdles barring the way to ample financing for 
GI home purchases, There were less than 20,000 approvals of VA loans in January 
and in some areas we are told approvals are fast coming to a virtual halt. Some 
banks have been quite active in Section 505 loans but the play has not bez2n heavy. 
Relative to mortgages made under Section 505, in case a bank has a foreclosure 
under this Section and there has been no up-set price placed on the property by the 
VA, the bank should not proceed against both the VA and the FHA but can save time 
and money by assigning the junior mortgage to the VA and then foreclosing the 
FHA mortgage. 


As this bulletin goes to press there are no signs of improvement in the real 
estate climate. But a seller’s market always comes to an end, sooner or later. 
We have lived so long in this “steam heated” era that a blast of cool air would be 
welcome. 
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